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Key Economic Indicators 
(In millions of 1980 dollars unless noted) 


I-Q II-Q 
1984 1986 1986 


Domestic Economy 
Population (millions) (1) 55,306 


N.A. 

Population growth (%) g ‘ 0.4 N.A. 
GDP in local currency 

(1970=100) ‘ : 1.0 . 192.7 
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A 
A 


percent change ‘ ‘ 0.0 


Production and 

Employment 

Industrial production 
(local currency base 
1970=100) - % change 

Govt. oper. surplus 
or deficit as % GDP: 
Central Government: (2) 
General Government: (2) 


Balance of Payments 


Trade balance: 

FOB/FOB: -2,797 -3,290 131 - 875 
CIF/FOB: -10,374 -6,717 -866 -2,154 
Foreign direct 

investment (new) 72.3) -148.5 N.A. N.A. 
Foreign debt (year-end) (3) 

Gross: 60.5 52.2 

Net: 27.0 17.6 

Debt-service 5,100 5,600 

Debt-service ratio 

as % of merchandise 

exports: 5.5 5.8 

Foreign exchange reserves 

(end of period) 52.4 45.9 
Average exchange rate for 

year (X = U.S. $1.00) 8.74 8.98 


Foreign Investment 
U.S. (cumulative) (4) 6.478 N.A. 





U.S. - France Trade 

U.S. exports to France 
(F.0.B.) 

U.S. imports from France 
¢..2.F.2 

U.S. share of French 
exports (%) 

U.S. share of French 
imports (%) 


Sources and Definitions: 

1. Population: figures are period averages. 

2. Central Government is French national government; General Government 
includes the French national government, as well as local authorities and 
Social Security funds. 


3. Foreign debt is defined as “authorized borrowings abroad of more than 
one year duration by residents." 


4. Foreign investment: French balance of payments provides data on 
direct investment flows, but with a lag of 21 months. The source of the 
cumulative figure for the United States is the U.S. Department of 
Commerce publication, "Survey of Current Business" (August issue). 





SUMMARY 


Since the last Foreign Economic Trends Report, the value of the 
U.S. dollar has dropped about 12 percent, and France has elected 
a conservative government, led by Prime Minister Jacques Chirac. 


The Chirac Government is committed to accelerating the liberal- 
ization of the economy, pledging to expand upon many of the 
commercial policies initiated during the latter portion of the 
Socialist régime. Some of these proposals have been implemented, 
others are in the pipeline, and still others remain to be formally 
initiated. This report will describe these policies, provide the 
overall economic picture, delineate the trade and investment 
climate, and describe specific industry sectors that are of 
particular interest to U.S. business. 


CURRENT ECONOMIC SITUATION AND TRENDS 


France has experienced three years of policy-induced slow growth 
aimed at reducing both inflation and a large current account 
deficit. By the end of 1985, this approach had produced sharply 
lower inflation and a current account in slight surplus, but only at 
the expense of high unemployment and a decline in households’ 
purchasing power through most of the period. The Chirac Government, 
in power since March 1986, has shifted the policy emphasis to 
stimulating growth and employment by improving the domestic 
investment climate. The new government has begun its program by 
dismantling foreign exchange controls, removing price controls, 
lowering domestic interest rates:and easing restrictions on laying 
off workers. In addition, it is continuing to deregulate the French 
financial market and starting to privatize 65 banks, insurance firms 
and industrial companies, most of which had been nationalized by the 
previous government. 


Although the French economic outlook is brighter now than it has 
been for a number of years, various structural problems continue to 
trouble the French economy. As a result, trade competitiveness is 
weak, and employment is likely to get slightly worse before it gets 
better. 


Economic Growth: In 1985, real GDP grew sluggishly at an annual 
rate of slightly over one percent. However, lower oil prices, 
stronger world demand and an improved investment climate suggest 
that growth will be stronger in 1986. Although GDP stagnated in the 
first quarter of the year, more encouraging second quarter 
statistics support the view that French GDP growth will exceed two 
percent in 1986. 


Despite lively domestic demand at the end of 1985 and the beginning 
of 1986, industrial production stagnated through much of this period 
due to lower foreign demand and a drawdown of stocks. 
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Although surveys indicate that business believes that the economic 
outlook is reasonably favorable, inventories were still higher than 
desired in Spring 1986, and industrial output remained weak 
throughout the first half of the year. However, stronger foreign 
demand expected later in the year should help boost industrial 
output in the second half. 


Household purchasing power increased strongly in the last quarter 
of i985 and the first quarter of 1986, following two years of 
decline. Household consumption also picked up in 1985, growing by 
about one percent per quarter in the second half of the year. In 
the second half of 1986, however, household purchasing power is 
expected to grow more slowly, resulting in slower growth in 
household consumption in the latter pari of the year. 


Investment: Industrial investment is gradually recovering from its 
10-year low of mid-1983, and higher business profits due to lower 
petroleum prices should help spur investment in 1986. However, by 
mid-1986, France was just beginning to see the higher investment 
levels which the new government is counting on to spark new growth 
and employment. Despite optimism about the future, business has 
been deferring investment until there is further evidence of 
increased demand and in hopes of still lower interest rates. In the 
meantime, high real interest rates continue to make financial 
placements an attractive alternative to physical investment. 


Government purchases of goods and services in national accounts 
terms have varied little as a percentage of total demand since being 
increased in 1981-82 to stimulate the economy. Efforts to reduce 
government expenditure should restrain the government sector's 
contribution to GDP growth in the coming year. 


Prices and Wages: Reducing inflation has been a central objective 
of French economic policy since 1983. To achieve this aim, the 
previous Socialist government adopted a price and incomes policy, 
i.e., it directly controlled prices of many goods and services and 
ended the system of indexing wage increases in the large and 
influential public sector to the rate of inflation. The policy was 
successful insofar as inflation declined from an annual rate of 9.3 
percent in 1983 to 6.7 percent in 1984 and 5.8 percent in 1985. 
While still wary of inflationary pressures, the new government has 
begun phasing out price controls as part of its effort to deregulate 
the economy and restore business profits and incentives. The 
Government has announced its intention to remove price controls 
entirely by the end of this year. Meanwhile, inflation is likely to 
average less than 2.5 percent in 1986. 
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Employment: With over 10 percent of the labor force out of work, 
unemployment remains one of France's most pressing economic 
problems. Since mid-1982, the number of people working in France 
has been dropping steadily at a rate of about 1 percent per year. 
This decline reflects two developments: first, a reduction of 
employment in manufacturing to lower levels compatible with 
technological improvements and foreign competition; and second, a 
slow expansion in services employment which has not picked up the 
slack in manufacturing employment. Official statistics show that 
employment grew by 0.4 percent in 1985. Unemployment was kept level 
in 1985 by drawing about 200,000 youths out of the labor force into 
a public employment program where they are classified as 

"trainees." Not counting these, the number of jobs in the economy 
declined slightly. The new government is offering various fiscal 
incentives to businesses which hire young people, but at the same 
time it is relaxing restrictions on laying off unneeded workers. As 
a result, unemployment may worsen slightly before increased 
investment and economic activity spur new hiring. 


Balance of Payments: The French trade and current account deficits 
have narrowed since France adopted its economic austerity policy in 
1983. This narrowing occurred mainly because growth in French 
demand lagged behind growth in demand among France's main trading 
partners. Therefore, French imports grew slowly while French 
exports, pulled along by stronger demand overseas, grew more 
quickly. By 1985, the trade deficit had narrowed (on a balance of 
payments basis) to about 42 billion French francs, down from about 
64 billion French francs in 1983, while the current account balance 
had turned from a deficit of about 34 billion French francs to a 
surplus of about 3 billion French francs over the same period. 
France also benefitted from a slightly lower oil import bill 

in 1985 due to the drop in world petroleum prices, which began 
towards the end of the year. 


However, since oil-exporting countries are a relatively important 
market for French goods and services, the beneficial effects of 
lower oi] prices will be somewhat offset by lower exports of goods 
and services to oil-exporting countries. Particularly large tourist 
receipts in 1985 due to a strong dollar also contributed to last 
year's current account surplus. 


Despite these welcome improvements in the external accounts, French 
industrial competitiveness has declined, resulting, especially since 
late 1984, in a loss of market share. A devaluation of the franc 
within the European Monetary System in April 1986 will help somewhat 
in boosting French price competitiveness, especially vis-a-vis West 
Germany. However, for France to recoup its market share, more 
investment is needed to modernize technology, reorient production 
toward more promising markets and improve sales and service networks. 
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In this regard, the most important consequence of the devaluation 
may be that by reducing pressure on the franc, it has given the 
French authorities more leeway to reduce domestic interest rates, 
which is key to stimulating the investment needed to restore French 
trade competitiveness. 


Monetary Policy: France is pursuing a mildly restrictive monetary 
policy with a 1986 target of 3-5 percent growth in a redefined M-3 
aggregate. The redefinition of the monetary aggregates and targets 
for 1986 is part of a move to modernize the means by which monetary 
policy is conducted and thereby to help develop a more open, 
competitive financial market. The aim is to control the monetary 
growth through interest rates, and to abandon completely by the 
beginning of 1987 the existing system of quantitative credit 
controls. Continued emphasis on controlling inflation is expected 
to be reflected as moderate monetary policy in the months ahead. 


TRADE POLICY 


A number of key sectors in France's economy are dependent on foreign 
sources for industrial products, technology and basic raw 

materials. As such, France is committed to the concept of free 
trade, and is a vigorous supporter of the GATT. However, in order 
to foster the development of certain industries such as electronics, 
aerospace, nuclear power generation and weaponry, France continues 
to subsidize these industries, notwithstanding challenges to certain 
subsidies by the EC Commission. However, to remain competitive, and 
in an effort to encourage the necessary restructuring in the 
transition from smokestack to light industries, France has reduced 
or removed many of the subsidies to such industries as shipbuilding 
and coal mining. The funds are "recycled" to retrain and relocate 
redundant workers. Realizing the value of a European-wide effort to 
keep up with worldwide competition, France has spear-headed European 
programs such as ESPRIT and EUREKA. 


The Chirac Government has placed high expectations on expanded 
exports to help the French balance of payments, and at the same time 
encourage French businesses to make new investments. The level of 
investment remains disappointingly low, but proposed new measures to 
lower corporate income taxes and to liberalize labor shedding 
regulations are expected to help reverse this trend. 





INVESTMENT CLIMATE 


U.S. investment in France has been dropping over the last four years 
for which figures are available. In current dollars, the investment 
position went from a high of $9.1 billion at the end of 1981 to $7.8 
billion in 1982, to $6.9 billion in 1983 to $6.5 billion in 1984. 
However, the United States remains by far France's most important 
foreign investor, followed by Switzerland, West Germany, the United 
Kingdom, the Netherlands, Italy, Sweden and Japan. 


American business executives, apprehensive about the investment 
climate in France during the early Socialist years, have discovered 
that the French Government has continued to encourage new foreign 
investments in France in a double-barrelled effort to combat growing 
unemployment (about 10.5 percent) and attract high-technology 
industries. This liberalization, which began under the Socialists, 
is expected to continue under the new government. 


Foreign investment applications are reviewed carefully, but the 
procedure is administratively streamlined. For investments up to 10 
million French Francs, investment permission is automatic in 30 days 
if not challenged. In 1984, approximately 75 percent of all 
requests for foreign investment were processed in less than 10 days. 


Measures aimed at encouraging foreign investments, especially 
industrial, cover such items as tax incentives, capital incentives, 
special investment loans, other assisted loans, state 
capital-subordinated loans and local assistance, which includes the 
sale of land at low cost and leases with options to buy. This 
latter can cover from 50 to 100 percent of cost. Training subsidies 
are also available, and can cover up to 80 percent of the cost of 
training new workers and supervisory personnel. 


The most attractive terms, including the lower interest rates, are 
granted for financing investments which create new jobs, maintain 
existing ones or improve working conditions; increase exports 
outside the EC; improve manufacturing efficiency (automated machines 
or manufacturing processes); develop new products or manufacturing 
processes; and/or conserve energy and economize raw materials. 


Firms meeting one of these criteria are eligible for a long-term 
loan, generally 12 years, at an interest rate which this year 
decreased to 8.75 percent from the earlier rate of 9.25 percent. 


Foreign firms may also benefit from government incentives for 
research and development (R&D). While French companies receive most 
R&D grants, foreign firms can also qualify if their local subsidiary 
is judged not to be dependent, from the point of view of ownership 
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or financing, upon the parent company. Grants can include financial 
assistance to establish R&D facilities outside the Paris area or to 
carry out research projects. The subsidy for such projects can be 
up to 50 percent of the project cost. Another advantage is a tax 
write-off of up to 25 percent of taxes due compared with the 
previous year. 


Another point of interest is that companies wishing to invest in the 
more highly developed areas such as the Paris region or Lyon, will 
today find very little opposition to such investments. This again 
is because of the government's desire to see new jobs created 
wherever they may be. The government still promotes priority zones, 
especially in those regions hardest hit by the decline in the 
smokestack industries, and investors coming to these regions can be 
assured of getting faster approval and more attractive incentives 
for their project. There is no discrimination under present 
government policies against U.S. firms coming into France or 
expanding in France. 


For extensive additional information and assistance, readers may 
contact the French Industrial Development Agency (DATAR), whose U.S. 
address is: 610 Fifth Avenue, New York, New York 10020; telephone: 
(212) 757-9340. 


Leading areas of investment by U.S. companies in terms of value are: 
office equipment, oi] and gas, and ground transportation equipment. 
In terms of sales, the leading areas are: oil] and gas, office 
equipment, ground transportation equipment, and refined and bulk 
chemicals. 


Among steps taken by the Chirac Government to make investment in 
France more attractive are: eased rules regarding labor shedding, a 
proposal in the pipeline to lower corporate income taxes, continued 
special incentives for hiring the unemployed and the underemployed, 
and the opportunity to invest in the gradually denationalizing 
industries. 


IMPLICATIONS FOR THE UNITED STATES 


The United States has about a $2 billion trade deficit with France. 
The U.S. share of French exports continues to rise, while the U.S. 
share of French imports is declining slightly (see chart on page 

2). The U.S. ranks fifth among suppliers to France, after West 
Germany, Italy, Belgium/Luxembourg and the United Kingdom. U.S. 
firms look increasingly for other forms of business relationships, 
such as joint venture and licensing agreements, and new investments. 


To gain and hold market share, U.S. firms must be innovative and pay 
careful attention to such items as credit terms, quality, delivery 
time, after-sales service, innovative solutions to consumers' 
problems, style and design, and French-language consumer literature 
(now mandatory), instruction manuals and correspondence. 
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Many U.S. manufactured goods continue to be competitive in the 
French market because of their quality and technical sophisticaticn, 
and because of the important role they play as components of French 
production for both the domestic and increasingly critical French 
export markets. French industrial equipment and installations which 
are exported frequently use U.S. components because of their 
techriology or the technology used in their production, and also the 
quality, availability and world-wide after-sales service. Many of 
these goods are in the high-technology and specialized equipment 
areas such as industrial controls, robotics, and electronic 
production and test equipment. 


BEST PROSPECTS 


Analytical and Scientific Instrumentation: The French market for 
analytical and scientific instruments is projected to grow at a real 
annual rate of 8.2 percent from 1985-1988. The U.S. is France's 
leading supplier, accounting for 30 percent of the $2.7 billion 
market in 1984. U.S. companies maintain a technological advantage 
in many areas which will enable them to keep a large share of the 
market, especially since the French Government is receptive to 
imports which contribute to the modernization of French research 
industries. 


Computers and Peripherals: The French computer market is the fourth 
largest in the world. The U.S., as the leading supplier, accounts 
for 52 percent of imports into France. The French market for micro- 
computers, mini-computers and peripherals is growing rapidly, while 
the market for medium to large mainframe computers is expected to 
lose share over the next few years. It is expected that the U.S. 
share of the micro-computer market will increase rapidly as American 
micro-computers in France gain wide acceptance. 


Computer Software and Services: The French market for computer 
software and services is the second largest in the world, estimated 
at $2.2 billion in 1984. It is expected to grow at a real annual 
rate of 15.8 percent through 1988. The United States is France's 
leading supplier, accounting for 46 percent of the total domestic 
market. U.S. companies-should find a market in France for packaged 
software for large, medium, mini- and micro-computers. 


Electronic Components: The market for electronic components in 
France is expected to grow from $2.3 billion in 1985 to $4.7 billion 
in 1989, representing a real annual growth rate of 9.2 percent. The 
French Government considers electronic components a strategic item, 
and while wishing to ensure French industry's independence from 
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foreign sources, is nonetheless encouraging international 
technological cooperation. The U.S. currently holds 23 percent of 
the market. 


Electronic Industry Production and Test ‘quipnen A high priority 
of France's industrial policy is the development of its electronics 
industries. Imports account for 90 percent of domestic consumption, 
of which over one-third (38 percent) is from U.S. manufacturers, who 
rank first among foreign suppliers. The largest category of U.S. 
exports to France is semiconductor assembly machines, followed by 
wafer fabrication equipment and instruments for testing components. 
The market for EIPT equipment in France was valued at $848 million 
in 1985 and is expected to grow at 13 percent annually through 1989. 


Electronic Security and Surveillance Equipment: The French market 
for this kind of equipment is expanding extremely rapidly -- a 20 
percent real growth rate is expected through 1989. In 1985, the 
total market was valued at $241 million, of which electronic 
equipment accounted for 65 percent. Imports of security equipment 
are estimated to reach $153 million in 1986. 


The majority of imports come from Italy (43 percent), Switzerland 
(18.5 percent) and the Benelux countries (14 percent). U.S. market 
share is estimated at 10.8 percent for 1986, and should continue to 
mount rapidly if a competitive pricing policy is combined with the 
descending dollar. Joint ventures are considered as a good vehicle 
for market penetration. 


Food Processing and Packaging Equipment: The French food processing 
market is expected to grow at an annual real rate of 1.7 percent per 
year for the next five years. The French market, estimated at $930 
million in 1986, is expected to reach $1.1 billion in 1989. French 
industry is widely hampered by the obsolescence of its equipment, 

and the large number of small firms scattered throughout the country. 


Imports, estimated at $556 million in 1986, are expected to reach 
$697 million in 1989, reflecting an annual real growth rate of 

3.5 percent from 1986 to 1989. The major exporters to France are: 
Belgium/Luxembourg (33 percent), Netherlands (30.9 percent) and West 
Germany (30.2 percent). Imports from the United States are expected 
to hold at 10.85 percent in 1986, representing $58 million in 1986, 
and an expected $73 million by 1989. 


This industrial sector is very fragmented. Thus, the best niches 
for U.S. manufacturers are automation equipment and turnkey 
factories which handle the complete transformation of a product. 
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Franchising: France is the second largest franchise market in the 
world after the United States. Two-thirds of franchises are linked 
to the distribution of manufactured goods with service franchises 
and manufacturing process franchises comprising the balance. The 
franchise market is expected to grow at an annual rate of about 5 
percent over the next three years. This growth should be 
concentrated in the service sector, particularly in fast foods, car 
rentals and data processing. 


Robotics: The French Government has been encouraging investment in 
this sector for the last 10 years. Consequently, French companies 
have heavily invested, so that over 70 percent of robots sold on the 
domestic market are made in France. The dependence on foreign 
imports has decreased markedly over the period, but French industry 
still lacks the electronic components and high-tech equipment that 
are crucial to the functioning of these robots. This very 
specialized sector should provide market opportunities for the 
best-known U.S. manufacturers. Direct investments, such as joint 
ventures and local manufacturing facilities, should be considered as 
important market penetration modalities for U.S. firms. 


Telecommunications: The French telecommunications industry has 
emerged as the most advanced and sophisticated sector of the 
electronic industry. The market for telecommunications equipment is 
expected to rise from $3.7 billion in 1985 to $6.1 billion in 1989. 
However, through the expansion and diversification of the market in 
new directions, and because of the high technical regard for U.S. 
technology, U.S. producers should gradually gain greater access to 
the market, especially through joint ventures. 


Tools for High-Tech Industries: Based on the increasing demand from 
the highly sophisticated mechanics, electronics and nuclear sectors, 
this market is expected to maintain a high real growth rate that 
should expand even more rapidly than that for traditional tools. It 
now represents over 50 percent of a total market estimated at $330 
million. Based on the dollar's depreciation against the French 
franc, we expect a rapidly increasing demand for American products. 
Sophisticated devices and electronic components represent the best 
niches for U.S. firms in France. 








